INTRODUCTION
The paper of Nabil (2013) has convincingly established that Islamic home financing models in current use involve compounding of return on capital -interest, rent or mark-up -if the Excel formula is used for the determination of a uniform periodic installment payment.
2 However, the paper argued that in the ZDBM too the ownership to the customer does not pass pro rata albeit he finds the results much closer to that ideal compared with other models Nabil's claim is based on a misinterpretation of the dynamics of outstanding balances. The following section provides a clarification on the point.
THE DYNAMIC BALANCE
The argument in Nabil centers around the changing balance of the payment that remains outstanding as installments are progressively paid until this balance due is reduced to zero. This is the basic and common point in all deferred payments contracts using Excel formula, housing included. The crucial point here is how to define the outstanding balance. Should the definition of deductible payment to find this balance with reference to ownership transfer be the sum of (i) the amount of capital returned plus (ii) the return on capital after each installment is paid or it should include only the first of these two elements? The basic difference between Nabil and the present author is on this point. In his dynamic balance Nabil includes both to arrive at the outstanding balance. On this criterion he finds the BBA model of home financing alone meeting the ideal; home ownership transfer to the client pro rata as his Figure 1 , on page 72 shows.
The reason is that in the BBA the total amount payable to the bank is settled once for all. The periodic installment is calculated by inserting the principal (P 0 ) the agreed rate of return (r) and number of time units (n) into the Excel formula. The sum of installments that is the principal amount plus the full period return on it became a loan via a buyback provision in the contract. In BBA, it was this conversion of return on capital into debt that led banks into trouble when in a case of breach or early offer of settlement the amount they claimed as unpaid was challenged as unjust in law courts. Later the grant of ibra (discount) in such cases was introduced into the picture to overcome the difficulty and provide relief to the customers.
The case of the BBA apart, it is prima facie illogical to merge the return of capital with the return on capital to discuss the issue of ownership transference to the customer. Return on capital is not a variable that exists independent of the return of capital. The bank focus is the latter alone; as long as capital remains unpaid interest accrues on the balance remaining unpaid. If the loan is cleared before time the interest payment stops simultaneously.
Thus, the relevant deduction for calculating the outstanding balance each time is only the return of capital. In a case of breach of contract, the bank will in the MMP model as in the conventional, will not accept from the sale proceeds of the property less than the part of capital that remains unpaid, assuming for simplicity that the market price of the house remains unchanged. On this view of what Nabil the dynamic balance, only the ZDBM meets the pro rata transference ideal; the MMP model does not. We have shown it earlier but we reproduce it here for completion of this brief note using the same illustration that we used earlier writings and which our critics also found convenient to use for comparison.
OWNERSHIP TRANSFER -MMP versus ZDBM
In bare bones the illustration that Nabil also uses is as follows. The value of the house is $100,000 of which the customer contributes $20,000 and the bank provides the remaining $80,000 for 10 years payable in 20 uniform semi-annual installments. In the MMP the semi-annual installment is as usual calculated using the Excel formula at $5886.54. The amount includes both the return of capital and the return on capital components. It is this notion of installment payment that lies at the heart of Nabil's analysis. However, the ZDBM vies the payments differently. It talks of the uniformity in the return of capital only i.e. $4000 semiannually. The murabahah mark-up at 8% per annum replaces rental and is segmental i.e. applied to the diminishing balance at each time point. Thus, the total payment -return of capital plus return on capital -per period does not remain uniform as in the ZDBM. Table 1 compares the two positions. Table 2 Table 2 has been derived from Table 1 This is what happens under the ZDBM. In contrast, under the MMP cumulative amortization ratio remains less than pro rata transfer ratio =1 as shown by the gap between the curve and the straight line until the last (20 th ) payment has been made. The lapse is serious from the Islamic viewpoint and must keep the contract inequitable and therefore void all along the line.
If the above argument is acceptable, the well-constructed conceptual framework of Nabil presenting several hybrid models may possibly need a relook as the total payment -return of capital + return on capital -is the basis of his argument.
